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ABSTRACT 

Since the early nineties, a dozen states have established 
broad-based merit aid programs. The typical program waives tuition and fees 
at public colleges and universities in one’s home state. Unlike traditional 
merit, programs, such as the National Merit Scholarship, this aid requires 
relatively modest academic performance and provides scholarships to hundreds 
of thousands of students. This paper examines how merit aid programs in seven 
states have affected an array of schooling decisions, paying particular 
attention to how the effects have varied by race and ethnicity. It finds that 
the new programs typically increase the attendance probability of college-age 
youth by five to seven percentage points. The merit programs also shift 
students toward four-year schools and away from two-year schools. The Georgia 
HOPE Scholarship, which has been found to widen racial gaps in college 
attendance is atypical in its distributional impact, with the other states' 
programs tending to have a more positive effect on the college attendance 
rate of Blacks and Hispanics. The paper attributes HOPE'S unique 
distributional effect to its relatively stringent academic requirements and a 
recently-eliminated provision that channeled the most generous scholarships 
to higher-income students. (Contains 29 references.) (SM) 
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Abstract 

Since the early Nineties, a dozen states have established broad-based merit aid programs. The typical 
program waives tuition and fees at public colleges and universities in one’s home state. Unlike traditional 
merit programs, such as the National Merit Scholarship, this aid requires relatively modest academic 
performance and provide scholarships to hundreds of thousands of students. This paper examines how 
merit aid programs in seven states have affected an array of schooling decisions, paying particular 
attention to how the effects have varied by race and ethnicity. I find that the new programs typically 
increase the attendance probability of college-age youth by five to seven percentage points. The merit 
programs also shift students toward four-year schools and away from two-year schools. The Georgia 
HOPE Scholarship, which has been found to widen racial gaps in college attendance (Dynarski, 2000) is 
atypical in its distributional impact, with the other state’s programs tending to have a more positive effect 
on the college attendance rate of Blacks and Hispanics. I attribute HOPE’S unique distributional effect to 
its relatively stringent academic requirements and a recently-eliminated provision that channeled the most 
generous scholarships to higher-income students. 
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Merit aid, a discount to college costs contingent upon academic performance, is not new. 
Colleges and private organizations have long rewarded high-achieving high school students with 
scholarships and tuition waivers. The privately-funded National Merit Scholarship program, 
established in 1955, awards grants to entering college freshmen according to performance on the 
PSAT. Colleges, especially private schools, have long used scholarships to capture students with 
strong academic credentials. 

While merit aid has a long history at private colleges and foundations, it has not played a 
major role in the public sector. Historically, federal aid for college has been strongly focused on 
low-income students. Eligibility for the two largest federal aid programs, the Pell Grant and 
Stafford Loan, is determined by a complex formula that defines financial need on the basis of 
income, assets and family size. The formula is quite progressive: 90 percent of dependent 
students who receive federal grants grew up in families with incomes less than $40,000. 1 

Merit aid has played a similarly minor role at the state level. While most states have long 
had some form of merit aid program, it is generally offered to only the very highest-performing 
students. New York state gives $1,500 to the top scorer on the Regents exam in each of the 
state’s high schools, and the University of Massachusetts at Amherst offers valedictorians a free 
ride if they perform well on an achievement test. While small merit programs like these abound, 
the vast bulk of state spending on higher education is delivered to students in the form of low 
tuition at public colleges. These low sticker prices are made possible by the $50 billion in 
subsidies that states annually provide their post-secondary institutions. These institutional 
subsidies are highest at the flagship universities, which draw the highest-achieving students. In 
this sense, these institutional subsidies are, by far, the largest “merit aid” program in the US. 
Access to this subsidy has traditionally been controlled by the schools themselves, who 
determine which students are sufficiently meritorious to gain access to their school. Once a 
student was admitted, each student had equal access to their subsidized education. 

Recently, however, the rules of the game have changed. State legislatures have gotten 
into the business of awarding merit to large numbers of students. Since the early Nineties, more 
than a dozen states have established broad-based merit aid programs. The typical program 
awards tuition and fees to young residents who have maintained a certain grade point average in 
high school. Unlike the older merit scholarships, the new programs require relatively modest 
academic performance in high school and provide scholarships to hundreds of thousands of 
students. Many require a high school grade-point average of 3.0 or above, not a particularly high 
threshold: in 1999, 40 percent of high school seniors met this standard. 2 Georgia, for example, 
gives a free ride at its public colleges and universities to residents who have a GPA of 3.0 in high 
school and who maintain that average in college. In Arkansas, the GPA cutoff is 2.5. 

This new breed of merit aid differs from the old style in both its breadth and, plausibly, 
its effect on students’ decisions. The old style of merit aid was aimed at top students, whose 
decision to attend college is not likely contingent upon the receipt of a scholarship. By design, if 
not by intent, this elite form of merit aid goes to students whose operative decision is not whether 
to attend college, but which high-quality, four-year college to choose. By contrast, the new, 



1 Calculated from data in National Center for Education Statistics (1998), Table 314. 

2 Author’s calculations from the 1997 National Longitudinal Survey of Youth. As I will discuss later in 
the paper, this figure varies quite dramatically by race and ethnicity. 
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broad-based merit aid programs are open to students with solid though not necessarily 
exemplary academic records. Such students may be uncertain about whether to go to college at 
all. When offered a well-publicized, generous scholarship - the typical program pays full tuition 
and fees at public colleges - some of these students may decide to give college a try. For those 
who would have gone to college even without the scholarship, some may choose a four-year 
school over a two-year school, or a private school over a public school. 

What are the consequences of this new breed of student aid? A rich array of individual 
and institutional decisions could potentially be impacted by the presence of a merit aid program. 
On the individual level, consider the many types of high school students, and how each might 
respond to the offer of a merit scholarship. One youth may not plan to attend college at all; the 
offer of merit aid may convince her to try college. Another may be certain he is going to college, 
but the offer of merit aid may lead him to choose a four-year college over a two-year college. 3 
Another student who is planning to go to college out of state may instead decide to stay closer to 
home so that she can take advantage of her state’s merit scholarship. 

This chapter will examine how merit aid affects this array of schooling decisions, using 
household survey data to measure the impact of the new state programs. I start with a case study 
of the Georgia HOPE Scholarship, the namesake and inspiration of many of the new state 
programs. I then extend the analysis to other states that now have broad-based, HOPE-like 
programs. In the empirical analysis, I pay particular attention to how the effect of merit aid has 
varied by race and ethnicity. 

Merit aid might affect the decisions of not only students, but of institutions. Do colleges 
increase their tuition prices, in order to capture some of the subsidy? Do they reduce other forms 
of aid? Does the linkage of scholarships to grades lead to grade inflation at high schools and 
colleges? A number of studies have addressed these questions, and I will review the evidence on 
these topics. Finally, I will briefly discuss the political economy of merit aid. Why has it arisen 
where it has, and when it has? What are the prospects for its continuation and growth, given the 
current, poor fiscal prospects of the states? 

State Merit Aid: A Primer 

Broad-based state merit aid became common in a very short span of time. In 1993, just 
two states, Arkansas and Georgia, had programs in place. By 2002, twelve states had introduced 
large merit aid programs. Most of this growth has occurred quite recently, with six programs 
starting up since 1999. As is clear from the map in Figure 1, merit aid is heavily concentrated in 
the southern region of the United States. Of the twelve states with broad-based merit aid 
programs, nine are in the South. Table 1 summarizes the characteristics of the twelve broad- 
based merit programs. As was discussed earlier, dozens of states have some form of merit aid in 
place. The state programs detailed in Table 1 were chosen because they have particularly lenient 
eligibility criteria, with at least thirty percent of high school students having grades and test 
scores high enough to qualify. 4 



3 Two-year colleges are generally cheaper than four-year colleges. Most merit aid programs make them 
both free. 

4 The estimates of number eligible are based on data from the NLSY97. Some of the states listed in Table 
1 do not have enough observations in the NLSY97 to allow state-specific estimates of the share of 
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For example, the Arkansas award requires a GPA of 2.5, a standard met by 60 percent of 
high school students nationwide. The state also requires a minimum on the ACT of 19, a score 
exceeded by 60 percent of test-takers nationwide and well below the Arkansas state average of 
20.4. Five other states, like Arkansas, condition eligibility on a minimum GPA and test score. 

Six states use only GPA to determine eligibility. Of the states that require a minimum GPA, four 
require a GPA of 3.0, while two make awards to those with a GPA of 2.5, a standard met by 60 
percent of high school seniors nationwide. 

Only one state — Michigan - bases eligibility solely on standardized test performance. For 
the class of 2000, 31 percent of Michigan students had scores sufficiently high to merit an award. 
However, this overall eligibility rate masks substantial heterogeneity: just 7.9 percent of African 
American students met the Michigan requirement. Civil rights groups have protested that this 
wide gap in eligibility indicates that Michigan’s achievement test is an inappropriate instrument 
with which to determine eligibility for a state-funded scholarship. Similar objections were raised 
in Arkansas, which initially based eligibility for its program only on performance on 
standardized tests but later broadened the criteria to include academic performance in high 
school. 

These controversies point to a shared characteristic of merit programs: their scholarships 
flow disproportionately to white and upper-income students. One reason is that Blacks, 

Hispanics and low-income youth are relatively unlikely to attend college, so any subsidy to 
college students will flow disproportionately to white, upper-income youth. But even among 
those non-white, low-income youth who do attend college, academic performance is a barrier to 
merit aid eligibility. For merit programs that are based on standardized test performance, it is 
unsurprising to see (as in Michigan) a large gap in the eligibility rates of whites and African- 
Americans, as the correlation between standardized test performance and race is well- 
documented. However, even those programs with only a GPA cutoff will produce large racial 
differences in eligibility. Forty percent of high school seniors have a 3.0 GPA or higher while 
only 15 percent of African Americans and Hispanics meet this standard. In Georgia, where 
renewal of the scholarship is contingent on academic performance in college, Blacks are 
substantially less likely than whites to renew, as their college grades are too low. 

For all of these reasons, the merit programs are likely to have a differential impact by 
race and ethnicity. Since non-white youth are less likely to qualify, it is plausible that merit aid 
programs will have little positive impact upon their college attendance. Further, if the new merit 
aid crowds out state spending on need-based aid or leads to higher tuition prices, the programs 
may actually decrease low-income, non-white college attendance, since these populations will 
face the resulting cost increases but will be disproportionately ineligible for the new merit 
scholarships. 



students whose GPA qualifies them for their state’s merit program. For all states, therefore, I use the 
national grade distribution to impute the share in a state that meet the eligibility criteria. When available, 
state-level data on the ACT and SAT are used to measure the share of students who meet these criteria. 
Note that these estimates are used only to choose the merit programs to be analyzed; they are not used in 
the paper’s regression analyses. 
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Case Study: The Georgia Hope Scholarship 

In 1991 , Georgia Governor Zell Miller requested that the state’s General Assembly 
consider the establishment of a state-run lottery, with the proceeds to be devoted to education. 
The Georgia General Assembly passed lottery-enabling legislation during its 1992 session and 
forwarded the issue to voters, who approved the required amendment to the state’s constitution 
in November of 1992. The first lottery tickets were sold in June of 1993. $2.5 billion in lottery 
revenue has flowed into Georgia’s educational institutions since 1993. The legislation and 
amendment enabling the lottery specified that the new funds were not to crowd out spending 
from traditional sources. While it is not possible to establish conclusively that such crowd-out 
has not occurred, spending on education has risen substantially since the lottery was initiated, 
both in absolute dollars and as a share of total state spending. Roughly equal shares of lottery 
funds have gone to four programs: the HOPE Scholarship, educational technology for primary 
and secondary schools, a new pre-kindergarten program, and school construction. 

Residents who have graduated since 1993 from Georgia high schools with at least a 3.0 
grade point average are eligible for HOPE. 5 The first scholarships were disbursed in the fall of 
1993. Participation in HOPE during its first year was limited to those with family incomes below 
$66,000; the income cap was raised to $100,000 in 1994 and eliminated in 1995. HOPE pays for 
tuition and required fees at Georgia’s public colleges and universities. Those attending private 
colleges are eligible for an annual grant, which was $500 in 1 993 and had increased to $3,000 by 
1996. These amounts are offset by other sources of aid. A student who receives the maximum 
Pell Grant gets no HOPE Scholarship but receives a yearly book allowance of $400. A $500 
education voucher is available to those who complete a General Education Diploma (GED). 
Public college students must maintain a GPA of 3.0 to keep the scholarship; a similar 
requirement was introduced for private school students in 1996. 

Georgia education officials, concerned that students would forgo applying for federal aid 
once the HOPE Scholarship was available, created an application process designed to prevent 
this outcome. Those from families with adjusted gross incomes lower than $50,000 must 
complete the Free Application for Federal Student Aid (FAFSA) in order to apply for HOPE; the 
rationale for the $50,000 income threshold is that few students above that cutoff are eligible for 
need-based federal aid. 7 The four-page FAFSA requests detailed income, expense, asset and tax 



5 The high school GPA requirement is waived for those enrolled in certificate programs at technical 
institutes. For high school seniors graduating after 2000, only courses in English, math, social studies, 
science and foreign languages count toward the GPA requirement. 

6 As a result of this provision and the scaling back of the state’s need-based State Student Incentive 
Grants (SSIGs), some low-income students have actually seen their state aid reduced slightly since HOPE 
was introduced (Jaffe, 1997). This contemporaneous shift in SSIG spending has the potential to 
contaminate the paper’s estimates, especially the specifications in which low-income youth are used as a 
control group for upper-income youth. However, SSIG spending was so miniscule - $5.2 million in 1995, 
before the program was scaled back - that the impact of its elimination on the estimates is likely 
inconsequential. 

7 In 1995, only 3.7 percent of dependent students from families with incomes over $40,000 received 
federal grant aid, while 57 percent of those from families with income under $20,000 did so (National 
Center for Education Statistics, 1998a). 
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data from the family. Those with family incomes above $50,000 fill out a short, one-page form 
that requires no information about finances other than a confirmation that family income is 
indeed above the cutoff. As a consequence of these provisions, low-income students face 
relatively high transaction costs and relatively low average scholarships. 

In 2000-2001, 75,000 students received $277 million in HOPE Scholarships. Georgia 
politicians have deemed HOPE a great success, pointing to the steady rise in the number of 
college students receiving HOPE. The key question is whether the program is actually increasing 
college attendance or simply subsidizing students who would have attended college even in the 
absence of HOPE. In the next section, I discuss the data and empirical strategy I will use to 
answer this question. 



Data 

Any empirical analysis of state financial aid policy quickly comes face to face with 
frustrating data limitations. The data requirements appear minor, since eligibility for merit aid is 
determined by a very short list of characteristics: state of residence at the time of high school 
graduation, high school grade point average, standardized test score and, in some states, parental 
income. In order to use this information in an evaluation of the effect of merit aid, we would 
want these characteristics for repeated cohorts of high school students, both before and after 
merit aid is introduced in their state, so that schooling decisions of eligible and ineligible cohorts 
can be compared. 8 Finally, we need a dataset with state-level samples large enough to allow for 
informative analysis. ^ 

No publicly-available dataset meets all of these requirements. Surveys that are limited to 
college students do not, by their nature, allow us to examine the college attendance margin. For 
example, the National Postsecondary Student Aid Survey (NPSAS) surveys college students 
about their aid packages and contains detailed information from students’ aid applications. By 
design, this dataset cannot inform us about those students who did not decide to go to college and 
the aid packages that they faced. Without making strong assumptions about how those who do 
not go to college differ from those who do, we cannot use NPSAS to examine how aid affects the 
college attendance margin. 

NPSAS can be used to answer other questions of interest, however. For example, we 
might be interested in whether merit aid leads to higher tuition prices, or more or less 
government spending on other forms of aid. Or, we might be interested in how the racial 
composition of a state’s schools changes, if at all, after the introduction of a merit aid program. 
NPSAS, as well as data that institutions gather about their students and report to the government 
through the Integrated Postsecondary Data System (IPEDS), can answer questions of this type. 9 
Later in the paper, I use data from both IPEDS and the University System of Georgia to examine 



8 Alternatively, we could make use of the sharp discontinuities in the eligibility requirements to estimate 
the effect of merit aid from a single cohort. Kane (2002) uses this approach in an evaluation of 
California’s CalGrant program, comparing the college attendance of those very slightly above and very 
slightly below the grade point cutoff. This approach requires very large samples; Kane uses an 
administrative dataset that is a near-census of potential college entrants. 

9 Papers that use college -based surveys in this way include Long (2002) and Cornwell, Mustard and 
Sridhar (2002), both of which evaluate the Georgia HOPE Scholarship. 
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